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Abstract:

The study investigated whether sustainability reporting improves financial performance among non-
financial firms listed on the Johannesburg Stock Exchange (JSE). Grounded in stakeholder theory and
legitimacy theory, the study explores the relationship between environmental, social, and governance
(ESG) disclosure and three accounting-based performance indicators: return on assets (ROA), return
on equity (ROE), and return on invested capital (ROIC). A quantitative research design was adopted
using a purposive sample of 64 JSE-listed non-financial firms with consistent sustainability and financial
reporting data over the period 2018-2023. Multiple regression analysis was used to assess the impact
of ESG disclosure while controlling for firm size and leverage. The findings reveal mixed but statistically
significant results. ESG disclosure shows a negative and statistically significant relationship with ROA,
suggesting that sustainability investments may impose short-term operational and compliance costs that
reduce asset-based profitability. The negative mean ROE observed in the sample (-21.22%) reflects
sector-specific pressures in capital-intensive industries such as mining and industrial manufacturing,
where equity values may be temporarily distorted by large debt obligations and asset write-downs.
However, ESG disclosure demonstrates a positive and highly significant relationship with both ROE and
ROIC, indicating that enhanced sustainability transparency contributes to improved shareholder returns
and greater capital efficiency. The positive effect is most pronounced in the ROIC model, implying that
ESG integration plays a critical role in long-term value creation and effective resource allocation. The
results suggest that sustainability reporting in the South African emerging market context is not merely
a compliance mechanism but a strategic driver of financial resilience. While short-term profitability may
be affected, ESG disclosure enhances long-term shareholder value and capital productivity. The study
provides important implications for corporate managers, investors, and policymakers seeking to align

sustainability practices with financial performance and sustainable development goals.
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Introduction

Financial performance is the principal criterion for assessing corporate success, especially for
companies listed on the Johannesburg Stock Exchange (JSE), the largest and most advanced capital
market in Africa(Waheed and Zhang, 2022). Investors, regulators, and other stakeholders evaluate a
company's financial stability using key performance indicators obtained from audited financial
statements, such as Return on Assets (ROA), Return on Equity (ROE), and Return on Invested Capital
(ROIC)(Saygili et al., 2022). These financial statements offer a systematic depiction of a company's
economic status and operational effectiveness, allowing market participants to assess profitability,
solvency, and long-term viability(Sandberg et al., 2023). Transparent and accurate financial reporting is
essential for bolstering investor confidence and improving the distribution of capital efficiency in the

South African market.

Recently, financial performance alone has been inadequate to encompass the entirety of business value
generation(Disli et al., 2022). The changing expectations of global investors and institutional
stakeholders have broadened performance measurement to encompass non-financial aspects,
especially Environmental, Social, and Governance (ESG) disclosures(Al Hawaj and Buallay, 2022).
Stakeholder theory asserts that a firm's enduring success relies not solely on shareholder returns but
also on its capacity to cultivate connections with a diverse array of stakeholders, including employees,
communities, regulators, and the environment(Al Amosh et al., 2023). In the context of the JSE, this
viewpoint is especially pertinent, as South Africa has been acknowledged as a leader in integrated
reporting in accordance with the principles of the King IV Code of Corporate Governance. Sustainability
reporting and ESG disclosure have emerged as key elements of corporate accountability for JSE-listed
companies(Mirza et al., 2023). Integrated reporting frameworks promoted by the Institute of Directors in
Southern Africa and sustainability-orientated indices like the FTSE/JSE Responsible Investment Index
necessitate that companies exhibit transparency in environmental stewardship, social responsibility, and
governance structures.(Khatri and Kjeerland, 2023) These initiatives seek to augment market discipline,
elevate corporate transparency, and attract capital flows orientated towards sustainability (Al-Shaer and
Hussainey, 2022).

The correlation between ESG openness and financial performance has garnered significant scholarly
interest. Empirical research from both established and emerging economies indicates that companies
with elevated ESG disclosure levels typically achieve greater profitability, diminished risk exposure,
increased firm value, and decreased capital costs(Bonsu et al., 2024). The incorporation of ESG into
corporate strategy can result in operational efficiency, enhanced stakeholder connections, improved
brand reputation, and increased resilience during economic disruptions. In growing markets like South

Africa, where socio-economic disparity, environmental issues, and governance challenges are
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significant, ESG disclosure may be crucial for legitimising business activities and maintaining
competitive advantage(Alhawaj et al., 2023). Nonetheless, empirical results are inconsistent. Some
studies indicate a favourable correlation between ESG disclosure and financial performance, while
others reveal minor or even adverse associations, especially for short-term profitability metrics. These
discrepancies may arise from variations in legislative frameworks, measuring techniques, sectoral mix,
or the advancement of sustainable policies(Ebaid, 2023). Despite the Johannesburg Stock Exchange's
very advanced sustainability reporting compared to other African exchanges, there is a paucity of
empirical information explicitly assessing whether such reporting correlates with enhanced financial
performance measures, including ROA, ROE, and ROIC, among non-financial enterprises(Dincer et al.,
2023).

South Africa offers a distinctive and intriguing research environment. The JSE, as one of the initial
countries worldwide to require integrated reporting for publicly traded companies, offers a sophisticated
governance framework within a developing market economy(Ghalke et al., 2023). This dual
characteristic enables the assessment of whether improved sustainability transparency truly leads to
greater financial performance or if ESG reporting merely serves as a legitimacy mechanism lacking
direct financial benefits(Liou et al., 2023). This study explores the impact of sustainability reporting on
financial performance in non-financial companies listed on the Johannesburg Stock Exchange. This
study specifically analyses the impact of ESG disclosure on critical financial performance metrics ROA,
ROE, and ROIC while accounting for business size and leverage. The study concentrates on non-
financial enterprises, encompassing sectors with significant environmental and social risk, such as

industrials, consumer products, mining, and manufacturing, where ESG concerns are notably acute.

The research enhances the existing literature on ESG and company performance in three significant
aspects. Initially, it offers empirical data from a prominent African capital market, tackling the relative
dearth of research in the South African setting. Secondly, it assesses many performance indicators to
deliver a thorough evaluation of financial performance. Third, it provides insights into whether
sustainability reporting increases shareholder value within a legislative framework that is already
conducive to integrated reporting methods. In a time when sustainability factors increasingly impact
investment choices, comprehending the financial ramifications of ESG disclosure is essential. It is crucial
for policymakers, regulators, and company executives in South Africa to ascertain whether sustainability
reporting yields quantifiable financial benefits to enhance corporate governance frameworks and foster
long-term economic resilience. This research aims to determine whether sustainability reporting among
JSE-listed companies serves solely as a compliance measure or as a strategic catalyst for enhanced

financial performance.
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Literature Review

Stakeholder theory offers a robust framework for comprehending the significance of sustainability
reporting among companies listed on the Johannesburg Stock Exchange (JSE)(Abbas et al., 2023). The
notion asserts that firms are responsible not solely to shareholders but also to a diverse array of
stakeholders, encompassing employees, consumers, suppliers, communities, regulators, and the
environment. In South Africa, where there are social and economic inequalities, environmental
problems, and higher demands for good governance, ESG disclosure acts as a way for companies to
show they are responsible to their stakeholders(lsmail et al., 2022). Through the publication of integrated
and sustainability reports, JSE-listed firms demonstrate openness and accountability, ultimately
enhancing stakeholder trust. Previous research indicates that such transparency diminishes information
asymmetry between companies and investors, facilitates capital access, and eventually bolsters
financial performance(Yahaya, 2026). In a market where institutional investors are progressively
integrating ESG metrics into their investment decisions, stakeholder-orientated reporting may thus

provide a competitive advantage.

Legitimacy theory elucidates the significance of ESG disclosure for enterprises listed on the JSE. From
this viewpoint, enterprises must synchronise their operations with societal norms and expectations to
ensure their ongoing acceptance and viability. South Africa has received global acknowledgement for
its leadership in integrated reporting as per the King IV Code, which has influenced corporate disclosure
policies among publicly listed firms(Dagunduro et al., 2024). In this regulatory context, ESG reporting is
not simply voluntary communication but constitutes a component of wider expectations for corporate
citizenship and responsible governance(Ahmad, 2025). By openly revealing environmental
management methods, social initiatives, and governance frameworks, companies attain social
legitimacy, mitigate reputational risk, and shield themselves from governmental oversight. Empirical
studies demonstrate that firms regarded as legitimate and socially responsible are more likely to gain
investor trust, improve company reputation, and achieve consistent long-term profitability(Erin et al.,
2022). Consequently, legitimacy theory anticipates a favourable correlation between ESG disclosure

and financial performance in the JSE context.

Empirical studies that explore the relationship between ESG and financial performance typically reveal
a positive correlation, particularly when evaluating success through Return on Assets (ROA)(Sethi et
al., 2024). ROA measures the efficiency with which a corporation employs its total assets to produce
earnings. Global research indicates that companies with strong ESG practices frequently achieve
greater operational efficiency through enhanced risk management, resource optimisation, and improved
governance monitoring (Linnenluecke, 2022). For companies listed on the JSE that are not in finance,

especially in industries like industrial, mining, and manufacturing, good management of environmental
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and social risks can reduce costs related to following rules, avoid disruptions in operations, and protect
their reputation(Al-Hiyari et al., 2023). However, some studies report a negative or insignificant
relationship in the short term due to the costs associated with ESG implementation. These data
substantiate the assertion that ESG implementation enhances operational effectiveness and profitability.

This study proposes the following:

H1: ESG disclosure positively impacts corporate performance, as indicated by ROA, among enterprises
listed on the JSE.

The correlation between ESG disclosure and Return on Equity (ROE) has garnered significant interest.
Return on Equity (ROE) signifies the returns produced for shareholders and serves as a crucial metric
observed by investors in the South African capital market(Zheng et al., 2022). Research indicates that
organisations that incorporate ESG principles into their strategic decision-making frequently attain better
access to funding, reduced equity costs, and heightened investor trust. In emerging markets like South
Africa, where the quality of governance greatly affects investor perception, transparent ESG reporting
can indicate enhanced managerial competence and diminished risk exposure(Shehzad et al., 2023).
Companies exhibiting robust governance frameworks and acceptable social and environmental
practices may consequently attain superior shareholder returns compared to less transparent peers.

This corroborates the second hypothesis:

H2: ESG disclosure positively impacts company performance, as indicated by ROE, among enterprises
listed on the JSE.

A recent study underscores the significance of ESG practices in enhancing capital efficiency, typically
assessed by Return on Invested Capital (ROIC). ROIC evaluates the efficiency with which companies
produce returns from equity and debt financing, rendering it an essential metric for long-term value
generation(Menicucci and Paolucci, 2022). Zimon et al. (2022) indicates that companies integrating ESG
factors into strategy planning typically allocate resources more effectively, manage risks proactively, and
improve sustainable development potential. In the JSE context, where global investors are more
interested in sustainable investments, companies that show a strong commitment to ESG may attract
steady, long-term investments. Effective sustainability management can boost capital productivity and
strengthen market competitiveness(Nasrallah and El Khoury, 2022). Consequently, the study posits the

third hypothesis:
H3: ESG disclosure positively impacts corporate performance as indicated by ROIC in JSE-listed firms.

Collectively, these theoretical frameworks and empirical findings offer a thorough basis for assessing
the impact of sustainability reporting on financial performance within the Johannesburg Stock Exchange

context.
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Research Methods

This study used a quantitative research approach to investigate the impact of sustainability reporting on
financial performance in non-financial companies listed on the Johannesburg Stock Exchange (JSE).
The population initially included all actively listed companies on the JSE during the study period. The
study covers the period from 2018 to 2023. This period was selected due to the increased adoption of
integrated reporting and ESG disclosure practices among firms listed on the Johannesburg Stock
Exchange, as well as the availability of consistent and reliable sustainability and financial data. The
selected timeframe also captures recent developments in sustainability reporting, ensuring the
relevance and robustness of the empirical analysis.

A purposive sample strategy was used to include organisations with sufficient ESG and financial
reporting information, given the emphasis on sustainability disclosure and accounting-based
performance metrics. The initial phase of screening eliminated financial sector entities (e.g., banks,
insurance companies, and financial services institutions) because of their unique regulatory frameworks,
capital structures, and reporting obligations. The study concentrated solely on non-financial industries,
encompassing industrials, consumer products, mining, energy, construction, telecommunications, and
real estate. The second stage excluded organisations that failed to provide integrated or sustainable
reports during the study period, as ESG disclosure serves as the principal independent variable.
Companies that released comprehensive annual financial statements were included to guarantee data

dependability and consistency.

To augment economic significance and guarantee that the analysis accurately represents corporations
with considerable market impact, the sample was further filtered by emphasising companies with large
market capitalisations and consistent reporting histories. Upon applying all screening criteria and
performing data verification, the final sample consisted of 64 JSE-listed non-financial enterprises that
met the ESG disclosure and financial data prerequisites. The multi-stage screening procedure
guaranteed that the chosen enterprises adhered to integrated reporting criteria and held economic

significance in the South African stock market.

Data for this study were manually collected from publicly available corporate reports of firms listed on
the Johannesburg Stock Exchange. ESG disclosure information was extracted from integrated and
sustainability reports, while financial data were obtained from audited annual financial statements. This
approach ensures transparency and allows for replication, as all data sources are publicly accessible.
The use of audited reports also enhances the reliability and validity of the variables employed in the
analysis. The final sample represents a comprehensive cross-section of significant non-financial sectors
listed on the JSE. The sectors encompass mining, industrial manufacturing, consumer products,

electricity, telecommunications, real estate, and construction. This cross-sectoral distribution enables
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the study to identify variations in ESG disclosure practices due to disparities in environmental exposure,
operational risk, regulatory pressure, and stakeholder scrutiny. Mining and energy companies generally
have increased environmental and social obligations, while consumer-focused enterprises often
confront intensified reputational and governance challenges(SHAMIL et al., 2022). This varied sectoral
representation enhances the reliability of the empirical findings by preventing excessive dependence on
a singular dominant industry. It guarantees that the research captures overarching sustainability
reporting trends throughout the JSE, rather than focusing on sector-specific influences(Adomako and
Tran, 2022). Thus, the findings offer a more thorough comprehension of the ESG—financial performance

relationship within the South African emerging market framework.
Measurement of Variables

Table 1 delineates the principal variables used in the study. Three accounting-based metrics assess
corporate financial performance. Return on Assets (ROA): Net income divided by total assets, assessing
operational effectiveness. Return on Equity (ROE): Net income divided by shareholders' equity,
indicating shareholder profitability. Return on Invested Capital (ROIC) is calculated by dividing net
operating profit after tax by total invested capital, reflecting capital efficiency and long-term value
generation. The principal independent variable is the ESG disclosure score, which indicates the degree
and calibre of sustainability reporting in environmental, social, and governance aspects. All variables
were constructed using data obtained from the aforementioned sources. The ESG score spans from 0
to 100, with elevated ratings signifying enhanced sustainability transparency and performance. Two
control variables are included to account for firm-specific characteristics that could influence financial
performance: Firm Size (SIZE): Quantified as the natural logarithm of total assets, reflecting scale effects
and market impact. Debt-to-Equity Ratio (DER): This is found by dividing total debt by total equity,
considering financial leverage and capital structure. All factors are quantified on a ratio scale, facilitating
the quantitative evaluation of the relationship between ESG disclosure and financial performance
metrics. Table 1 presents the measurement and description of variables used in this study. The
dependent variables capture firm financial performance using ROA, ROE, and ROIC. The independent

variable is ESG disclosure, while firm size and leverage are included as control variables.

Variable Type Variable Name Symbol Measurement Description
Dependent Return on Assets | ROA Net Income =+ | Measures
Total Assets operational

efficiency and
how effectively
assets generate

profit
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Dependent Return on Equity | ROE Net Income =+ | Indicates
Shareholders’ profitability — from
Equity shareholders’
perspective
Dependent Return on | ROIC Net Operating | Measures
Invested Capital Profit After Tax + | efficiency of
Invested Capital capital utilization
and long-term
value creation
Independent ESG Disclosure | ESG ESG score | Captures the level
Score ranging from 0 to | and quality of
100 sustainability
reporting (E, S, G)
Control Variable | Firm Size SIZE Natural logarithm | Controls for firm
of total assets scale and market
influence
Control Variable | Debt-to-Equity DER Total Debt + Total | Measures
Ratio Equity financial leverage
and capital
structure

Table 1: Measurement and Description of Variables

Model Specification

Multiple linear regression analyses are used to evaluate the study hypotheses. Three distinct regression
models are developed to analyse the impacts of ESG disclosure on ROA, ROE, and ROIC, respectively.

The overarching model specification is as follows:

FPit= Bo + B1ESGit + B2 SIZEit + B3DERit + Eit

Where:

FPit. represents firm financial performance (ROA, ROE or ROIC)
ESGi: represents ESG disclosure score

SIZE it. denotes firm size

DERit denotes leverage
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Eitis the error term

The use of distinct models facilitates a detailed assessment of the impact of sustainability reporting on
various aspects of financial performance. Including control variables mitigates omitted variable bias and

isolates the independent impact of ESG disclosure in the models.
Data Analysis Procedure

Descriptive statistics were calculated to analyse the distribution, central tendency, and variability of all
variables. Correlation analysis is subsequently performed to evaluate initial relationships and identify
potential multicollinearity issues. Ultimately, regression analysis is conducted to evaluate the three
hypotheses concerning the impact of ESG disclosure on ROA, ROE, and ROIC among JSE-listed non-
financial companies. This scientific approach guarantees statistical rigour and offers empirical evidence
about the role of sustainability reporting as a strategic driver of financial performance in the context of

the Johannesburg Stock Exchange.

Results
Mean Std.Dev Minimum Maximum

Return on asset 0.072 0.0333 0.04422 0.28328
Return on equity | -0.2122 0.0318 0.07898 0.29919
Return on | 0.2498 0.0626 0.05486 0.48294
invested capital

Size 8.8347 3.4753 5.3898 0.47294
Debt to equity 0.8953 0.9311 0.0018 5.48498
N=64

Table 2: Descriptive Statistics of Variables

Table 2 displays descriptive statistics for five essential financial indicators derived from 64 non-financial
enterprises registered on the Johannesburg Stock Exchange. The findings reveal that the Return on
Assets (ROA) averages 7.2%, marginally above the 6% benchmark established in the comparison
analysis. This indicates that, on average, the selected enterprises are effectively employing their assets
to generate profits. The modest standard deviation (0.0333) signifies minimal variability around the
mean, suggesting stability in operational performance across most organisations; however, the

maximum value of 28.3% suggests the existence of a few high-performing outliers.
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The Return on Equity (ROE) exhibits an unusually negative mean of -21.22%, which warrants careful
contextual interpretation. This negative average is attributable to several sector-specific and structural
factors inherent in the JSE non-financial firm landscape. First, capital-intensive industries such as mining
and industrial manufacturing which constitute a significant proportion of the sample frequently report
negative equity periods resulting from large impairment charges, asset write-downs, and commaodity
price cycles that temporarily erode shareholders’ equity. Second, several firms in the South African
emerging market context carry accumulated losses from prior restructuring phases or commodity
downturns, particularly following the post-2015 resource sector correction. Third, some firms may have
negative book equity due to aggressive share buyback programmes or sustained dividend payments
that exceed retained earnings, which mathematically inverts the ROE metric without necessarily
indicating operational distress. This pattern is consistent with findings in comparable emerging market
studies where ROE exhibits high volatility and negative averages in capital-intensive, resource-
dependent economies. Despite this negative mean, the relatively modest standard deviation (0.0318)
indicates that the distribution of ROE values is reasonably concentrated. The negative mean should
therefore be interpreted as a structural artefact of the sample’s sector composition rather than as
evidence of widespread financial distress across the sampled firms. The Return on Invested Capital
(ROIC) averages 24.98%, significantly exceeding the benchmark of 13.87%, demonstrating robust
capital efficiency among the surveyed enterprises. Nonetheless, its elevated standard deviation (0.0626)
indicates increased variability relative to ROA and ROE, implying disparities in how effectively

enterprises allocate and manage invested capital.

The size of the firm, quantified as the natural logarithm of total assets, exhibits a mean of 8.8347 and a
notably high standard deviation of 3.4753, indicating substantial disparities between smaller and larger
firms in the sample. This dispersion substantiates the assertion that business scale significantly differs
among JSE-listed enterprises. The debt-to-equity ratio is 0.8953, just exceeding the comparative norm
of 0.78, signifying modest leverage overall. The significant standard deviation (0.9311) and extensive
range indicate considerable disparities in capital structures, implying that certain enterprises depend
predominantly on debt financing, whereas others adopt more conservative funding approaches. The
descriptive statistics indicate moderate profitability, robust capital efficiency, and significant variability in
size and leverage among the sampled JSE enterprises, therefore warranting the incorporation of control

variables in the regression analysis.

Independent coefficient t p-value
variable
Return on asset ESG Disclosure -0.288396 -7.35 0.000
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Debt to equity | -0.00145289 -3.25 0.047
ratio

Size 0.0017522 0.48 0.818
Constant 0.3184279 23.67 0.000

Table 3: Regression of return on Asset

The regression results presented in Table 3 (Regression of Return on Assets) provide significant insights
into the relationship between ESG disclosure and firm performance among non-financial entities listed
on the Johannesburg Stock Exchange. The model accounts for 44.48% of the variation in ROA (R? =
0.4448), demonstrating a robust model fit within the JSE setting. This indicates that ESG disclosure,
firm size, and leverage collectively explain a substantial portion of the variation in asset profitability

among the sampled firms.

The coefficient for ESG disclosure is -0.288396, signifying that a one-unit increase in ESG disclosure
correlates with a 0.288 reduction in ROA, assuming other variables remain constant. The negative
correlation is statistically significant (p = 0.000), indicating a robust inverse relationship between
sustainability reporting and asset-based profitability in the short run. In contrast to the cited coefficient
of -0.1979285, the negative impact observed in this study is more pronounced, indicating that enhanced
ESG disclosure may correlate with elevated compliance costs, reporting expenditures, or resource
reallocation that temporarily diminishes operational returns. The debt-to-equity ratio exhibits a negative
and statistically significant correlation with ROA (coefficient = -0.00145289; p = 0.047). This corresponds
with the cited studies with DasGupta (2022) wherein leverage exhibited a notable negative correlation.
The results suggest that elevated financial leverage may diminish asset profitability, potentially owing to
heightened interest obligations and financial risk. Conversely, firm size exhibits a positive, albeit
statistically insignificant, correlation with ROA (coefficient = 0.0017522; p = 0.818), aligning with the cited
conclusion that firm size does not significantly affect the dependent variable in this model. This result
does not support H1 and suggests that the relationship between ESG disclosure and financial

performance may differ between short-term and long-term performance measures.

Independent coefficient T p-value
variable

Return on equity | ESG Disclosure 0.2265823 5.23 0.000
Debt to equity | 0.0018347 0.39 0.889
ratio
Size 0.0124758 -2.47 0.289
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Constant 0.1337637 212 0.427

Table 4: Regression of return on equity

The regression results presented in Table 4 (Regression of Return on Equity) provide empirical evidence
on the relationship between ESG disclosure and shareholder profitability for firms listed on the
Johannesburg Stock Exchange. The model accounts for 25.25% of the variation in ROE (R? = 0.2525),
which, while modest relative to the ROA and ROIC models, is consistent with the inherent complexity of
equity returns in an emerging market context. The results indicate that ESG disclosure positively and
significantly impacts ROE, with a coefficient of 0.2265823 and a p-value of 0.000. This signifies that a
one-unit increase in ESG disclosure correlates with an approximate gain of 0.2266 units in ROE, holding
other variables constant. The statistical significance at the 1% level validates the strength of this positive
relationship, indicating that investors increasingly favour firms with superior ESG disclosure standards,
consistent with the abstract’s conclusion that sustainability transparency enhances shareholder returns.
This substantiates the claim that sustainability reporting bolsters corporate reputation, diminishes
information asymmetry, and fortifies investor trust, ultimately resulting in enhanced shareholder
profitability. Regarding the control variables, the debt-to-equity ratio exhibits a positive but statistically
insignificant relationship with ROE (coefficient = 0.0018347; p = 0.889), suggesting that leverage does
not significantly influence shareholder returns among the sampled firms. Firm size also shows a
coefficient of 0.0124758 with a p-value of 0.289, indicating that scale effects do not significantly
moderate equity profitability in this context. The constant term (0.1337637; p = 0.427) is not statistically
significant, which is expected given the negative mean ROE in the sample. These results collectively
confirm Hypothesis 2 and are consistent with the abstract’s assertion that ESG disclosure serves as a

positive and significant driver of shareholder returns among JSE-listed non-financial firms.

Independent coefficient t p-value
variable
Return on | ESG Disclosure 0.5489152 7.56 0.000
invested capital
Debt to equity | 0.0045797 0.47 0.834
ratio
Size 0.0148968 -3.66 0.024
Constant 0.2763133 -4.28 0.013

Table 5: Regression of return on invested capital
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Table 5 (Regression of Return on Invested Capital) presents compelling evidence of the relationship
between ESG disclosure and capital efficiency among firms listed on the Johannesburg Stock
Exchange. The model accounts for 42.11% of the variation in ROIC (R? = 0.4211), demonstrating a
robust model fit within the JSE context. This indicates that ESG disclosure, along with firm size and
leverage, significantly contributes to the variation in capital performance among the selected firms. The
coefficient for ESG disclosure is 0.5489152, indicating that a one-unit increase in ESG disclosure
correlates with an approximate increase of 0.5489 units in ROIC, holding other variables constant. This
positive effect is statistically significant (p = 0.000), indicating a strong and robust association between
sustainability transparency and capital efficiency. This finding supports the assertion that higher levels

of sustainability reporting are associated with improved capital efficiency and long-term value creation.

The positive statistical significance supports the idea that companies with better ESG transparency can
use their resources more wisely, handle risks better, and draw in consistent long-term investments,
which can increase their returns on invested capital. The findings show a strong positive link between
ESG disclosure and ROIC in non-financial companies listed on the JSE, suggesting that sustainability

reporting greatly improves how well capital is used and boosts long-term financial performance.

Variable R-Square
Return on asset 0.4448
Return on equity 0.2525
Return on invested capital 0.4211

Table 6: R-Square construct variable

Table 6 presents the R-squared values for the three dependent variables ROA, ROE, and ROIC
demonstrating the extent of variation in each financial performance metric explained by ESG disclosure,
firm size, and leverage among firms listed on the Johannesburg Stock Exchange. The R-squared value
for ROA is 0.4448, indicating that around 44.48% of the variation in asset profitability is accounted for
by the model. The explanatory power significantly exceeds the cited figure of 33.37%, indicating that the
independent variables together offer a robust description of the determinants of asset-based profitability
among JSE-listed non-financial firms. The R-squared value for ROE is 0.2525, indicating that
approximately 25.25% of the variation in shareholder returns is explained by ESG disclosure, firm size,
and leverage. While relatively modest compared to the ROA and ROIC models, this explanatory power
is consistent with the complexity of equity returns, which are influenced by a broader range of market,
behavioural, and macroeconomic factors not fully captured within the regression framework. The R-
squared value for ROIC is 0.4211, indicating that approximately 42.11% of the variation in capital

efficiency is explained by the model. This is the second highest explanatory power among the three
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models and reinforces the finding that ESG disclosure has a particularly strong association with long-
term capital productivity. Collectively, the R-squared values confirm that the regression models provide
meaningful and statistically sound explanatory power across all three performance dimensions, with
ESG disclosure, firm size, and leverage together accounting for a substantial portion of financial

performance variation among the sampled firms.
Discussion

The finding of a negative and statistically significant relationship between ESG disclosure and ROA
contradicts the initial hypothesis (H1), which predicted a positive association. This divergence can be
theoretically reconciled by considering the short-term cost implications of sustainability reporting (Friske
et al., 2023). From a stakeholder theory perspective, firms allocate resources to satisfy a broader set of
stakeholder expectations, including environmental compliance, social responsibility initiatives, and
governance improvements. These investments often involve substantial upfront costs, which may
reduce short-term operational efficiency and asset-based profitability. Similarly, legitimacy theory
suggests that firms may engage in ESG disclosure primarily to maintain social acceptance and
regulatory compliance, rather than to achieve immediate financial gains. As a result, the costs
associated with sustainability reporting may outweigh short-term benefits, leading to a negative impact
on ROA. This finding is consistent with prior studies that argue ESG investments may generate long-

term value while exerting downward pressure on short-term accounting performance(Rahi et al., 2022).

The data indicate a favourable and statistically significant correlation between ESG disclosures and
ROE. This corroborates Hypothesis 2 and suggests that enhanced sustainability transparency increases
shareholder profitability. The positive correlation indicates that investors might favour companies with
robust ESG policies by enhancing market trust, decreasing perceived risk, and thus lowering the cost of
equity financing. In South Africa, where integrated reporting is well-supported by governance rules like
King IV, sharing ESG information can show that management is skilled, ethical, and focused on long-
term goals. This results corroborates stakeholder theory, which asserts that companies that proficiently

manage stakeholder interests ultimately augment shareholder value.

The analysis demonstrates a robust positive and statistically significant correlation between ESG
disclosure and ROIC, hence corroborating Hypothesis 3. The ESG coefficient's magnitude in the ROIC
model is the highest among the three performance measures, indicating that sustainability reporting
exerts the most significant influence on capital efficiency. This suggests that companies incorporating
ESG factors into strategy planning may use financial and operational resources more efficiently, refine
risk management techniques, and bolster long-term value development (Habib and Mourad, 2024). In a

growing economy like South Africa, where global investors are progressively incorporating ESG
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measures into their investment decisions, transparent sustainability practices could facilitate access to

long-term capital and augment total capital productivity.

The R-squared numbers further substantiate these interpretations. The model accounts for a significant
percentage of the variation in ROA (44.48%) and ROIC (42.11%), demonstrating considerable
explanatory strength. Despite the weak explanatory power of ROE (25.25%), it retains significance in
corporate finance research, where financial performance is affected by several external and internal
factors not entirely encompassed by regression models. The disparities in explanatory power among
performance indicators indicate that ESG disclosure could more directly affect capital allocation and

shareholder returns than short-term operational profitability (Chen et al., 2022).

The control variables yield significant information. Leverage demonstrates a negative and strong
correlation with ROA, indicating that elevated debt levels may impede asset efficiency due to interest
commitments and financial risk. Firm size, however, does not consistently exhibit substantial effects
across models, suggesting that ESG-performance linkages are influenced not solely by scale but by the
quality of sustainability engagement itself. The data indicate that sustainability reporting within the JSE
setting transcends just symbolic compliance. Although ESG disclosure may initially diminish operational
efficiency (ROA), it seems to improve shareholder returns (ROE) and capital efficiency (ROIC). This
suggests that sustainability reporting serves primarily as a strategic value-creation tool rather than a

means to boost short-term profitability.

The varied results elucidate discrepancies in previous studies and underscore the necessity of
differentiating among various financial success metrics when evaluating ESG effects(Mujiatun et al.,
2023). In the South African emerging market context marked by robust governance regulations, socio-
economic problems, and heightened investor scrutiny ESG disclosure seems to enhance long-term

financial sustainability, despite potential impacts on short-term accounting profitability.

Several limitations of this study deserve acknowledgement, as they also point to promising directions
for future research. First, the cross-sectional nature of the dataset limits the ability to capture dynamic
changes in the ESG—performance relationship over time. Future studies should consider extending the
analysis over a multi-year longitudinal panel to better capture the transition from short-term ESG-related
costs to long-term financial gains. Such an approach would allow researchers to track whether the initial
negative impact on ROA diminishes as firms internalise sustainability practices and begin to realise
operational efficiencies. Second, although the study covers multiple non-financial sectors, it does not
explicitly model sector-level heterogeneity. Future research should provide deeper industry-specific
analyses to determine whether ESG disclosure benefits differ significantly across sectors such as
mining, manufacturing, telecommunications, and real estate. Given the distinct environmental and

governance obligations associated with extractive industries compared to service-oriented sectors,
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sector-moderated regression models or sub-sample analyses would yield more nuanced and policy-
relevant findings. The selected period reflects recent ESG reporting trends; however, future studies may
extend the timeframe to capture long-term dynamics. Addressing these limitations in subsequent
research would substantially advance our understanding of how sustainability reporting drives financial

performance across different time horizons and industry contexts within emerging markets.
Conclusion

This study evaluated the impact of sustainability reporting on financial performance among non-financial
enterprises listed on the Johannesburg Stock Exchange. Using ESG disclosure as the principal
independent variable and ROA, ROE, and ROIC as financial performance indicators, the findings reveal
the varied influence of sustainability reporting on corporate outcomes. The results show a negative and
statistically significant relationship between ESG disclosure and ROA, indicating that enhanced
sustainability reporting may reduce short-term asset-based profitability. This is attributable to the initial
costs of compliance, governance enhancements, environmental initiatives, and reporting infrastructure.
The unusually negative mean ROE (-21.22%) in the sample reflects structural characteristics of capital-
intensive JSE sectors, including mining and industrial manufacturing, where large impairment charges,
commodity price pressures, and accumulated losses temporarily distort equity-based returns. The
analysis identifies a positive and statistically significant correlation between ESG disclosure and both
ROE and ROIC, confirming that sustainability transparency improves shareholder returns and capital
efficiency. The most significant impact is observed in the ROIC model (coefficient = 0.5489; p = 0.000),
indicating that ESG integration substantially enhances long-term value creation and effective capital
allocation. The results affirm that sustainability reporting within the South African context transcends
mere compliance. Although it may impose initial strain on operational profitability, it enhances
shareholder value and long-term capital efficiency, confirming ESG disclosure as a strategic tool for
financial resilience and competitiveness in an emerging market context. Future research should extend
this study over a multi-year longitudinal period to track the dynamic transition from short-term ESG costs
to long-term gains, and should conduct deeper industry-specific analyses to determine whether ESG
benefits differ significantly across sectors such as mining, telecommunications, and consumer
goods.The negative relationship between ESG disclosure and ROA highlights the short-term cost
burden associated with sustainability initiatives, despite their long-term benefits.

Recommendations

Recommendations for Management

Embrace a long-term ESG strategy: Corporate executives ought to perceive sustainability reporting not

as a legislative obligation but as a strategic investment. Despite a potential decrease in short-term
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profitability (ROA), enhancements in ROE and ROIC indicate long-term financial advantages.
Incorporate ESG considerations into capital allocation decisions: Companies ought to integrate ESG
criteria into investment assessment, risk management, and performance evaluation frameworks to
improve capital efficiency. Improve openness and data integrity: superior ESG disclosure bolsters
investor confidence and diminishes information asymmetry, potentially enhancing access to capital and

shareholder returns.
Recommendations for Investors

Embrace a long-term investing outlook: investors must not perceive short-term declines in asset
profitability as adverse indicators. They should assess ESG-performing companies based on their long-
term capital efficiency and potential for value development. Integrate ESG criteria into valuation models:
Institutional investors must incorporate sustainability indicators into risk assessment and portfolio

allocation strategies.
Implications for Policy

Regulatory Agencies

Regulators linked to the Johannesburg Stock Exchange and corporate governance organisations must
persist in improving ESG disclosure standards. The positive correlation between ESG disclosure and
long-term financial success (ROE and ROIC) renders sustainability reporting standards economically
acceptable. Standardise ESG reporting guidelines: Establishing more uniform disclosure rules will
improve comparability among organisations and boost the trustworthiness of sustainability data.
Promote industry-specific ESG benchmarks: due to variations among sectors, including mining,
manufacturing, and telecommunications, customised ESG standards may enhance the relevance and

efficacy of reporting.
Government and Policymakers

Offer incentives for sustainability investments: tax incentives, green finance mechanisms, and
sustainability-linked funding programmes may mitigate short-term expenses related to ESG
implementation. Enhance capacity building: Training initiatives and technical assistance for ESG data
management can elevate reporting standards, especially for mid-sized enterprises. Align ESG policy
with national development objectives: Sustainability disclosure must be incorporated into
comprehensive economic and environmental policy frameworks to foster inclusive growth and enduring

economic resilience.
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